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I. Chair's Report 
Edmund R. Noonan, Auditing Standards Board Chair, reported 
the following matters. 
A.AITF Meeting, December 12, 1996 
The Audit Issues Task Force (AITF) met on December 12, 1996, 
in Washington, D.C., and discussed the following: 
Certain Conforming Changes Required by SAS No. 79 
Judith Sherinsky, AICPA Technical Manager, Audit and Attest 
Standards, and Thomas Ray, AICPA Director, Audit and Attest 
W. Ronald Walton
 
 Other Participants 
Richard Dieter, Member, Managements 
Discussion and Analysis Task Force 
David L. Landsittel, Chair, Fraud Task Force 
Beth A. Schneider, Managements Discussion 
and Analysis Task Force
 
 AICPA Staff 
Kim M. Gibson, Technical Manager, Audit and 
Attest Standards 
Dan M. Guy, Vice President, Professional 
Standards and Services 
Jane M. Mancino, Technical Manager, Audit 
and Attest Standards 
Richard I. Miller, General Counsel  
Thomas Ray, Director, Audit and Attest 
Standards 
Judith M. Sherinsky, Technical Manager, 
Audit and Attest Standards 
A. Louise Williamson, Technical Manager, 
Audit and Attest Standards
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Standards, presented five areas in the auditing literature in 
need of conforming changes pursuant to SAS No. 79, 
Amendment to SAS No. 58, Reports on Audited Financial 
Statements, and recommended specific changes. Because of 
either their sensitive or complex nature, these particular 
changes were brought to the task force for discussion. The 
areas in the auditing literature discussed were: paragraph 14 of 
SAS No. 12; interpretation no. 7 of SAS No. 12; interpretation 
no. 3 of AU section 410; interpretation no. 8 of SAS No. 58; 
and paragraph 31b and footnote 37 of SAS No. 62. 
The task force discussed the proposed changes and suggested 
certain changes. AICPA staff accepted the suggestions, and will 
forward the conforming changes to technical publications for 
inclusion in the next edition of the auditing standards 
codification. 
Going Concern: Consideration as ASB Planning Meeting 
Agenda Item 
Tom Birdzell led a discussion on auditors consideration of an 
entitys ability to continue as a going concern, based on Arthur 
Andersens "White Paper," Auditors Going Concern Evaluations: 
A Proposal to Amend U.S. Auditing Standards. The White Paper 
suggests that auditors are not meeting user expectations and 
that the causes for this are primarily related to generally 
accepted auditing standards and their application. The White 
Paper identifies changes to SAS No. 59, that the authors 
believe would improve the ability of auditors to both identify 
and evaluate going concern problems, and provide report users 
with an early warning signal of conditions that could lead to a 
going concern problem. 
The task force concluded that the question to be put forward at 
the ASB planning retreat is whether to establish a working 
group to consider this issue. Randy Noonan suggested that it 
might be appropriate to also have separate working groups 
consider related parties and illegal acts, the other two areas 
addresses in new Section 10A of the Securities and Exchange 
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Act of 1934. 
Going Concern and Timely Reviews: consideration as 
current ASB Agenda Items 
T. Birdzell introduced a memorandum prepared by Arthur 
Andersen, that recommends a requirement for auditors to 
modify SAS No. 71 review reports for going concern (when 
substantial doubt exists). The task force agreed that 
consideration of this matter should be done in conjunction with 
the overall going concern issue. 
Proposed Auditing Interpretation to SAS No. 8 
T. Ray advised the task force that several comments were 
received from ASB members in connection with the recent 
"fatal flaw" review of a proposed interpretation to SAS No. 8, 
Other Information in Documents Containing Audited Financial 
Statements, titled, Other Information in Electronic Sites 
Containing Audited Financial Statements, and reviewed some 
minor changes that R. Noonan and he proposed based on those 
comments. The task force had no additional comment. T. Ray 
advised that task force that the interpretation was then 
considered final. 
New ASB Task Forces: Ratification as Agenda Items and 
Consideration of Task Force Charges 
T. Ray introduced a discussion of two new ASB task forces and 
their charges. After some discussion, the task force ratified the 
subject matter as current ASB agenda items, and approved the 
task force names and charges, as follows: 
Restricted use Task Force 
To consider areas of the auditing and attestation 
standards that prescribe restrictions on the use or 
distribution of accountants reports, and related 
practice issues. The task force will draw on the 
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work performed by the Technical Audit Advisors 
Task Force, and will consider whether standards 
should be developed that would describe 
characteristics of subject matter, the nature of an 
engagement or other factors that would necessitate 
a restriction on the use of the accountants report. 
The task force will also consider certain conforming 
changes to the existing standards and other 
recommendations of the Technical Audit Advisors. 
Electronic Dissemination of Audited Financial 
Information Task Force 
To consider issues associated with the electronic 
dissemination of audited financial statements and 
related auditors reports (as well as other 
information on which an accountant has issued a 
report). Matters to be considered may include, but 
are not limited to (a) whether an accountant has an 
obligation to determine if his or her report and the 
information to which it relates will be disseminated 
electronically, and (b) the accountants 
responsibility with respect to the electronic version 
of the information attested to and to other 
information that might be associated with the 
information attested to. 
ASB Member Task Force Rotation 
R. Noonan and T. Ray recommended changes to the 
composition of the ASB task forces for calendar year 1997. The 
task force discussed the proposed changes and made one 
recommendation regarding the assignments to the two new 
ASB task forces. 
Circular A-133 Data Collection Form 
Norwood Jackson, Jr., and Sheila Conley, both from the U.S. 
Office of Management and Budget (OMB), and Mary Foelster, 
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AICPA Technical Manager, Professional Standards and 
ServicesD.C., joined the task force for this agenda item. N. 
Jackson provided the task force with an overview of the 
proposed data collection form, and the reasons for its proposed 
use. Task force members were provided with a draft of the 
proposed form prior to the meeting. 
The task force discussed its concerns about the use of such 
forms, but concluded that OMBs objectives are laudable, and 
that the task force should be able to work constructively with 
OMB in resolving its concerns. N. Jackson agreed to work with 
AICPA representatives to address these concerns. 
Simplified Auditor Reports 
M. Foelster provided the task force with the latest draft of the 
proposed simplified auditor reports. 
B.American Bar Association Liaison Meeting 
On November 21, 1996, R. Noonan and T. Ray met with 
representatives of the American Bar Associations Committee on 
Law and Accounting (the "ABA Committee"). The meeting was 
a regular liaison meeting between the ABA Committee, the ASB 
and the AICPA. The meeting included discussion of the 
following matters: 
? Recently issued Statements on Auditing Standard Nos. 
80, 81 and 82 
? Status of significant ongoing ASB projects 
? Issuance of interpretation to SAS No. 12, that discusses 
the use of certain explanatory language in lawyers 
responses to auditors inquiries 
? Effect of SOP 94-6 on auditors requests for information 
from their clients attorneys. (This issue was raised by the 
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ABA Committee at our meeting in May 1996.) 
Observations of the ABA Committee included the following: 
New Fraud Standard and Compliance with GAAS 
? The AICPA and the ASB should be careful not to imply 
that the new fraud standard is not new or that it will not 
change auditor performance.  
? The AICPA should be careful in preparing non-
authoritative auditing guidance, so that it does not 
unintentionally introduce new "shoulds" into the 
literature. 
? Compliance with existing GAAS is very important. If the 
profession cannot increase compliance, litigation will 
continue to flourish and the need for performance 
oriented standards (like the new fraud standard) will 
increase. 
Effect of SOP 94-6 on Auditor Requests for Information 
from their Clients Attorneys 
We advised the ABA Committee as follows. 
? We considered the effect of the SOP on the accounting 
and disclosure of litigation, claims and assessments. In 
connection with that consideration, we discussed the 
matter with representatives of the AICPA Accounting 
Standards Executive Committee and Auditing Standards 
Board. 
? Accounting and disclosure of loss contingencies are based 
on information (facts) existing at the date the financial 
statements are prepared. In connection with litigation, 
claims and assessments, auditors inquire of their clients 
attorneys about such information, some of which might 
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have a bearing on the application of the SOP. To the 
extent auditors do not obtain sufficient information 
regarding those facts in response to their standard 
inquiry letters, they may be required to discuss the facts 
with, or possibly obtain an additional letter from, the 
clients attorneys. 
? Auditors may have to inquire about the likelihood of 
matters affecting a loss contingency during a period of 
time ending one year subsequent to a financial statement 
date (near term). Such inquiries are related to facts 
existing at the date of the inquiry, and are not outside 
the scope of the treaty. 
? We see no need to either amend or interpret SAS No. 12, 
nor to change the "treaty" with the ABA. 
? We do not intend to address materiality considerations on 
any generic basis, and this should not be construed as 
accepting the materiality discussion in the responding 
lawyers letter. 
Other Matters 
The ABA Committee showed interest in our consideration of the 
electronic dissemination of financial statements and audit 
reports. It seems that they have had discussions about this 
issue, and had the following observations: 
? A CPA might be able to identify electronic information to 
which he or she has attested by applying a type of 
secure, electronic "watermark" 
? AICPA could become a clearinghouse for electronic 
information that has been attested to, thereby providing 
a degree of assurance as to the validity of the information 
and independent attestation. 
C.SEC Liaison Meeting 
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On November 19, R. Noonan, other representatives of the ASB, 
and certain AICPA staff attended a meeting with the SECs 
Office of the Chief Accountant. R. Noonan provided an overview 
of that meeting to the ASB. 
II. Director's Report 
Thomas Ray, AICPA Director, Audit and Attest Standards, 
reported on the following matters. 
A.Proposed Interpretation to SAS No. 8 
The proposed interpretation to SAS No. 8, Other Information in 
Documents Containing Audited Financial Statements, titled, 
"Other Information in Electronic Sites Containing Audited 
Financial Statements," was cleared by the ASB and prepared 
for issuance. Certain minor modifications were made based on 
comments received in the fatal flaw review process. 
B.Amendment to AU Section 543 Interpretation 
The proposed amendment to interpretation 1 of AU section 543 
was cleared by the ASB and prepared for issuance. 
C.AICPA Response to the NCUA 
AICPAs president, Barry Melancon, issued a letter to the Chair 
of the national Credit Union Administration, in response to the 
NCUAs new regulations over supervisory committee audits, and 
to certain public statements the NCUA has made related to 
AICPAs professional standards. 
Managements Discussion and Analysis (File Ref. No. 
3507) 
John A. Fogarty, chair of the Management's Discussion and 
Analysis (MD&A) Task Force, led the Board's discussion of the 
project. Fogarty informed the Board of the informal comments 
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of the Securities and Exchange Commission (SEC) on the draft 
SSAE on MD&A made at the November 1996 ASB-SEC liaison 
meeting in Washington, DC. At that meeting, members of the 
SEC staff noted the following: 
? How does an attest engagement on MD&A differ from the 
auditor's responsibilities under SAS No. 8, Other 
Information in Documents Containing Audited Financial 
Statements? 
? The rule 436 exemption from section 11 liability for 
reports on reviews of interim financial information would 
not apply to reports on reviews of MD&A. 
? Is there a risk of conflict of interest if the auditor 
performs an attest service on MD&A that includes 
prospective financial information and audits the 
subsequent financial results? 
The Board: 
? Reviewed the draft SSAE, Management's Discussion and 
Analysis, and discussed retaining the option of issuing a 
qualified opinion on the examination of MD&A. 
? Discussed the proposed revisions to SAS No. 72, Letters 
for Underwriters and Certain Other Requesting Parties. 
? Reviewed the draft forepart to the proposed exposure 
draft. The Board directed the task force to delete the 
section on background information and concluded that 
the chart comparing attest services on MD&A with the 
auditor's responsibilities under SAS No. 8, might be 
included in an article on the final SSAE. 
? Voted to ballot the proposed SSAE for exposure and 
indicated that the comment period would end on June 30, 
1997. 
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Summary of Board Preference Vote 
Managements Discussion and Analysis (File Ref. No. 
3507) 
SAS No. 7 Task Force (File Ref. No. 4302) 
Stephen M. McEachern, Chair of the SAS No. 7 Task Force (task 
force), Communications Between Predecessor and Successor 
Auditors, led a discussion with the Board about the project. The 
Board discussed the draft of the proposed revision to SAS No. 7 
and Appendix A, Illustrative Client Consent and 
Acknowledgment Letter, and Appendix B, Illustrative Successor 
Auditor Acknowledgment Letter, and agreed to make various 
changes to the document. The changes included revising the 
title of a section of the document to "Successor Auditors Use of 
Communications" and naming another section of the document 
"Other Communications". Also, the document was revise to 
emphasize the need for a predecessor auditor to obtain written 
acknowledgment from the successor auditor regarding the use 
of the working papers before permitting access to them. After 
agreeing on the revisions, the Board voted to issue the 
document for exposure. 
Summary of Board Preference Votes 
SAS No. 7 Task Force (File Ref. No. 4302) 
 For Against Abstain Absent
Should the Board ballot 
the draft SSAE for 
exposure?
14 — — 0
For Against Abstain Absent
Should the draft 
Communications 
Between Predecessor 
and Successor Auditors, 
14 — — 1
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SAS No. 19 Task Force (File Ref. No. 4308) 
James Gerson, Chair of the SAS No. 19 Task Force (task force), 
led the Board in a discussion regarding SAS No. 19, Client 
Representations. Mr. Gerson explained that the task force 
made a preliminary review of SAS No. 19 and concluded that 
revisions are warranted. The following issues relating to the 
revision of SAS No. 19 were discussed and agreed upon by the 
ASB: 
? The list of specific representation that an auditor should 
obtain from the client included in SAS No. 19 should be 
revised to include representations from management 
acknowledging both responsibility for the financial 
statements and that the financial statements are fairly 
presented. (See Summary of Board Preference Vote.) 
? Paragraph 4 of SAS No. 19 and the example 
representation letter in the Appendix should be revised to 
include items that are consistent with current practice 
and to add a general paragraph which instructs the 
auditor to consider the effects of newly issued 
pronouncements or changes in accounting policies. 
? Guidance regarding periods that management should 
obtain representations, which is currently included in the 
Appendix and in Interpretation No. 2, Management 
Representations When Current Management Was Not 
Present During the Period Under Audit, of SAS No. 19, 
should be incorporated into the revised standard. 
? The revised standards should encourage the use of a 
tailored representation letter based on specific 
representations that are unique to the clients business or 
industry. 
be issued for exposure?
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? The guidance found in AUI sec. 337.14, Inquiry of a 
Clients Lawyer, Question # 15, regarding situations 
where the client has not consulted a lawyer and 
suggested wording to be included in the representation 
letter should be included in the revised standard. 
? The revised standard should clarify the appropriate dating 
of representation letters in situations when the client 
signs the letter after the date of the report. 
? The revised standard should encourage the signing of the 
representation letter by function and responsibility 
instead of by title. However, reference to the CEO and 
CFO should remain in the revised standard. 
? Interpretation #2 of SAS No. 19 should be incorporated 
into the revised standard. 
? Guidance regarding a predecessor auditor obtaining 
updated representations from management for a reissued 
period should be considered. This guidance would revise 
AU section 508, Reports on Audited Financial Statements, 
paragraph 71. 
? The revised standard should allow management to 
include an explicitly stated materiality limit, for the 
purpose of the representation letter, in the letter. 
? The revised standard should include guidance for 
situations in which managements representations relating 
to other aspects of the financial statements are 
contradicted by other audit evidence, and require the 
auditor to investigate the circumstances and when 
necessary, reconsider the reliability of the other 
representations made by management.  
The task force will meet to address the issues discussed and 
will present a revised standard to the Board at its next 
meeting. 
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Summary of ASB Preference Votes 
SAS No. 19 Task Force (File Ref. No. 4308) 
Ownership, Existence, and Valuation (File Ref. No. 2405) 
The Ownership, Existence, and Valuation Task Force (task 
force) is considering the auditors responsibility for auditing 
financial-statement assertions about the ownership, existence, 
and valuation of financial instruments, commodity contracts, 
and similar instruments. Tom Birdzell, Chair of the task force, 
led the ASB in a discussion of the auditors responsibility for 
auditing financial statement assertions about the existence and 
ownership of financial instruments when an entity uses a 
service organization to maintain custody of its financial 
instruments. The ASB discussed the following questions: 
? What is the minimum understanding of internal control 
(as required by SAS No. 55 Consideration of Internal 
Control in a Financial Statement Audit) that an auditor 
must obtain, as it relates to financial instruments held by 
a third party, if the role of the third party is limited to 
maintaining custody of the financial instruments? 
? Must an auditor obtain information about a custodianss 
For Against Abstain Absent
Should the task force 





responsibility for the 
financial statements 
and that the financial 
statements are fairly 
presented?
14 1 — —
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controls over the custody of an entitys financial 
instruments (by obtaining a service auditors report or 
performing audit procedures at the custodian), or is 
confirmation a sufficient audit procedure? 
The ASB concluded that in the following situations (1) 
confirmation of the existence and ownership of financial 
instruments with a third-party custodian generally is a 
sufficient audit procedure, and (2) an auditor generally would 
not have to obtain additional information about the custodians 
controls by performing procedures at the custodian or obtaining 
a service auditors report on those controls to satisfy the SAS 
No 55 requirement to obtain an understanding of the entitys 
internal control.  
? The service organization only serves as custodian of the 
financial instruments. 
? The service organization serves as custodian of the 
financial instruments; collects and records dividend and 
interest income related to those financial instruments; 
and executes purchases and sales of financial 
instruments for the entity as directed by the entity, if the 
entity maintains independent records of those 
transactions. 
The ASB concluded, however, that in situations in which the 
service organization serves as custodian of the financial 
instruments; collects and records dividend and interest income 
related to those financial instruments; and is given 
discretionary authority to purchase and sell financial 
instruments for the entity, additional information is more likely 
to be needed to satisfy the requirements of SAS No 55. The 
ASB voted 12-3 that confirmation would be a sufficient 
procedure in many situations. 
The task force is also developing guidance for auditors on 
evaluating financial statement assertions about the fair value of 
financial instruments. Tom Birdzell led the ASB in a discussion 
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of a revised draft of a proposed Statement on Auditing 
Standards titled Auditing Procedures to be Considered When 
Evaluating Assertions as to the Fair Value of Financial 
Instruments. The ASB directed the task force to —  
? Replace the words "FASB statements" with the word 
"GAAP" in the section of the proposed SAS that describes 
categories of financial instruments. With that change, the 
first category would be, "Financial instruments for which 
GAAP specifies a valuation methodology that requires 
multiplying a quoted market price by a number of trading 
units." 
? Provide examples of financial instruments in each of the 
following categories: 
? Financial instruments for which (a) GAAP does not 
specify a valuation methodology requiring 
multiplying a quoted market price by a number of 
trading units and (b) a ready market is deemed to 
exist. 
? Financial instruments for which (a) GAAP does not 
specify a valuation methodology requiring 
multiplying a quoted market price by a number of 
trading units and (2) a ready market is not deemed 
to exist. 
? Replace the word "materiality" with the words "potential 
significance" in describing the difference between prices 
quoted in several different markets for a specified 
financial instrument. This is relevant when the auditor is 
evaluating which market is the most active. 
? Clarify that the term "ready market" is an auditors term 
rather than an accounting term. 
? Clarify that the guidance recommending that the auditor 
use the work of a person having specific relevant 
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expertise in determining whether a ready market is 
deemed to exist is couched in the context of AU section 
311, Planning and Supervision  
Summary of Board Preference Votes 
Ownership, Existence, Valuation 




 For Against Abstain Absent
If a service organization 
serves as custodian of 
an entitys financial 
instruments, must the 
entitys auditor obtain 
information about the 
controls over the 
custody of the financial 
instruments (e.g., by 
obtaining a service 
auditors report or 
performing procedures 
at the service 
organization)?
0 15 — —
If a service organization 
serves as custodian of 
an entitys financial 
instruments, and also 
collects and records 
dividend and interest 
income related to those 
financial instruments, 
must the entitys auditor 
obtain information 
about the controls over 
0 15 — —
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the services provided by 
the service organization 
(e.g., by obtaining a 
service auditors report 
or performing 
procedures at the 
service organization)?
If a service organization 
serves as custodian of 
an entitys financial 
instruments, collects 
and records dividend 
and interest income 
related to those 
financial instruments, 
and purchase or sells 
financial instruments for 
the entity based on the 
entity's directions, must 
the entitys auditor 
obtain information 
about the controls over 
the services provided by 
the service organization 
(e.g., by obtaining a 
service auditors report 
or performing 
procedures at the 
service organization)? if 
the entity maintains 
independent records of 
the transactons 
executed by the service 
organization?
0 15 — —
If a service organization 
serves as custodian of 
an entitys financial 
instruments; collects 
and records dividend 
3 12 — —






















and interest income 
related to those 
financial instruments; 
and purchase or sells 
financial instruments for 
the entity based on 
discretionary authority 
from the entity, must 
the entitys auditor 
perform procedures in 
addition to receiving a 
confirmation if the 
entity maintains 
independent records of 
transactions executed 
by the service 
organization?
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